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E.O. 11652: N/A 
TAGS: EFIN, KS 

SUBJ: ROK RAISES INTEREST RATES 

REE: SEOUL 4920 

1. THE MINISTRY OF FINANCE ANNOUNCED JUNE 12 A GENERAL 
REVISION OF KOREA'S INTEREST RATE STRUCTURE FOR BOTH LOANS 
AND DEPOSITS. TIME DEPOSITS OP OVER ONE YEAR WERE RAISED 
4.2 PERCENTAGE POINTS TO 18.6 PERCENT PER ANNUM. SMALLER 
ADJUSTMENTS WERE MADE POR SHORT-TERM MONEY (1.8 PERCENTAGE 
POINTS FOR OVER ONE MONTH AND 3-6 MONTH DEPOSITS). 

2. THE PRIME RATE WAS RAISED BY 3.5 PERCENTAGE POINTS FROM 
15 PERCENT TO 18.5 PERCENT. PRIME OVERDRAPT RATES WERE 
INCREASED BY A SIMILAR AMOUNT TO 20.5 PERCENT PER ANNUM. 
FOREIGN EXCHANGE LOANS REMAIN AT LIBOR PLUS 0.875 TO 1.25 
PERCENT. 

3. IN MAKING HIS ANNOUNCEMENT FINANCE MINISTER KIM 
NOTED THAT THE REALIGNMENT OP INTEREST RATES WAS ONE OP 
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VARIOUS MEASURES TO BE ENPORCED TO COPE WITH THE CURRENT 
INFLATIONARY SPIRAL AND OVERHEATED ECONOMIC SITUATION. 

4. THE ANNOUNCEMENT WAS GREETED LESS THAN ENTHUSIASTICALLY 
BY BUSINESS CIRCLES. THE FEDERATION OF KOREAN INDUSTRIES 
ASSERTED HIGHER INTEREST COSTS WOULD RESULT IN COST-PUSH 
PRESSURES ON INDUSTRY AND ESPECIALLY HURT SMALL BUSINESSES 
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ALREADY FACED WITH SHORTAGES OF WORKING CAPITAL. SIMILAR 
SENTIMENTS WERE EXPRESSED BY THE KOREAN TRADERS ASSOCIA- 
TION AND KOREA CHAMBER OF COMMERCE AND INDUSTRY. 

5. FYI: THE EMBASSY UNDERSTANDS THAT THE LOCAL IMF 
REPRESENTATIVE HAS BEEN QUIETLY PUSHING FOR HIGHER 
INTEREST RATES IN LINE WITH THE RETURN ON CAPITAL AND 
DEMAND CONDITIONS FOR SOME TIME. - END FYI 

6. TABLE OF REVISED INTEREST RATES WILL BE FORWARDED 
VIA AIRGRAM. 

SNEIDER 
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